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Exchange rate as of April 1975 
£1.00 = $2.30 


i972 1973 2/1974 3/ Change 
Income, Production, Expenditure 


Current Prices (billions 9f b) 
Gross National Product > 4.5 63. 
Personal Disposable Income Bi. 50. 
Consumers Expenditure . 44. 
Plant & Equip. Investment ‘ 4. 
Savings Rate Z/ ° ll. 


1970 Prices (billions of 6) 
Gross Domestic Produce 8/ ; 46. 
Personal Disposable Income ‘ 40. 
Consumers Expenditure . 35. 
Plant & Equip. Investment ‘ Bi 


Industrial Production Index 2/102.4 109.9 


Employment, Wages 


Unemployment Rate 3.6 2.6 

Hourly Wage Rate Index 101.4 115.6 
(7/31/72 = 100) 

Earnings 10/ 143.1 161.4 
(January 1970= 100) 

Unit Labor Costs (1970=100) 118.6 127.7 


Money, Prices 


Money Supply (M1) 11/ 12,410 22/ 13,13043/ 14,ss013/ 


Money Supply (M3) 12/ 25,920 13/ 33,1s013/ 37, s0013/ 

Retail Price Index | 164.3 170.4 209.7 
(1962=100) 

Wholesale Price Index 14/ 114.8 123.2 152.0 
(1970=100) 

Implicit GDP Deflator 15/ 121.4 131.7 150.5 
(1970=100) 


Balance of Payments, Trade 


Foreign Exchange Reserves 

and Gold (billions of $) 5.6 6.5 6.8 
Trade Balance (millions of &) -677 -2,352 -3,828 
Exports (FOB, millions of £) 9,134 11,435 15,589 

U.S. share (%) 12.4 12.1 14.4 
Imports (FOB, millions of £) 9,811 13,810 

U.S. share (%) 10.5 10.1 8.4 
Main Import from U.S. 

Machinery (non-electrical) 254 361 

Electrical Machinery 115 162 232 

Transport Equipment 88 108 116 

Cereals §& Cereal Prep. 74 102 


Footnotes: 


1. Sources: National Income and Expenditure, Fourth Quarter and Year 1974, 
CSO Press Release, April 9, 1975; Trade and Industry, May 2, 1975; 
Bank of England Quarterly Bulletin, March 1975; Department of Employ- 
ment Gazette, April 1975; Monthly Digest of Statistics, March 1975; 
Overseas Trade Statistics of the United Kingdom, March 1975. 
Revised. 
Provisional. 
Fourth Quarter 1974 over Fourth Quarter 1973. 
Factor Incomes, seasonally adjusted. 
First 3 quarters only. 
As percent of personal disposable income. 
. At factor cost, seasonally adjusted. 
1970=100. 
Last month in monthly series. 
Ml is defincd as notes and coins in public circulation plus demand deposits 
minus 60 percent of transsctions in process of clearance. 
- M3 is defined as “1 plus time deposits, deposits with discount houses, 
other currency accounts, and public sector deposits. 
- End of fourth quarter fiyure in quarterly series. 
- Output index, i.e. manufactured items produced for donestic market ex-factory. 
. An official GDP deflator index is not published in the U.K. This is a crude 
calculation using the ratio of nominal to real GPP (1970 prices for latter). 
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SUMMARY 


Inflation and recession characterize the present British economic 
picture. Prices continue to rise rapidly, fed mainly by accelerating wage 
settlements. At the same time, the major components of expenditure are 
weak. Unemployment is rising at a quicker rate as output falls. There 
is little likelihood of improvement through 1975. 


The dominant concern is inflation. Retail prices rose by over 19 
percent in 1974 and the rate of their increase is accelerating. Wage 
rates have risen by over 30 percent in the past 12 months, and they show 
no sign of abatement. 


The major components of demand continue to stagnate, with the 
exception of public sector spending. Consumption is flat, investment is 
decreasing, and exports show little buoyancy in real terms. However, the 
financial squeeze on the company sector appears to have been alleviated. 


The April 15 budget (the main economic policy document) raised direct 
personal and indirect taxes in an effort to slow inflation by reducing 
purchasing power (taxing back some of the inflationary wage raises) and by 
reducing the rapid rate of growth of the government's deficit. The 
immediate effect of the budget will be a one-time rise in the price level. 
Its longer term effect on prices is difficult to judge, depending mainly 
on union response to the higher tax rates as well as to rising unemployment. 


The major forecasts of the U.K. economy are universally gloomy. They 
show little growth in 1975, but foresee a strengthening of demand in 1976, 
led by exports as the situation in other countries picks up. Housing may 
improve somewhat from its present deep slump in the second half of 1975, 
and public spending will continue to grow. Monetary policy is loosening 
up and interest rates have been declining, but there is some sign that 
they may begin rising again. Nonetheless, the demand for loans remains 
weak, and the growth of the money supply is slow. However, the massive 
growth of public borrowing could put upward pressure on monetary aggregates 
later this year. 





CURRENT ECONOMIC STTUATTION AND TRENDS — 


Weak Demand, Falling Output, and Increasing Unemployment 


Economic activity has continued to decelerate in the past 3 months. 
But the move into recession in the U.K. has been slower and more shallow 
than had been anticipated, due to expansionary government fiscal policy, 
and to the maintenance of real purchasing power and private consumption 
levels stemming from the excess of wages/earnings increases over price 
increases. 


Nonetheless, weakening signs abound, and they are increasingly more 
visible. Output, as reflected in the industrial production index, has 
fallen continuously since mid-1974. Unemployment has risen over the same 
period and now stands at 3.4 percent. Business confidence is low and new 
orders in most industries are falling rapidly. Inventories fell dramat- 


ically in the fourth quarter of 1974, and it appears they declined further 
in the first quarter of 1975. 


Most components of expenditure demonstrate no strength. Consumption 
has remained virtually flat despite the slight increase in real income, 
probably because consumer confidence has been eroded by inflation. The 
savings rate has increased. 


The performance of investment has been surprisingly strong, although 
the table indicates a marked slowing of the growth rate through the first 
3 quarters of 1974. All indications from intentions surveys are that manu- 
facturing investment will fall in 1975. Estimates now are that the decline 


will be in the range of 5 to 10 percent in real terms. A further decline 
is expected in 1976. 


Investment has been deterred by a combination of forces. The business 
outlook is not good, and this always inhibits investment growth. In 
addition, the company sector in Britain suffered a severe financial squeeze 
in the second half of 1974 which (though much less acute now) made many 
investment projects impossible to undertake or to plan. Moreover, 
industrial investment may also be adversely affected by uncertainty over 
present Labor government policy toward industry including plans for 
nationalization, proposals for power to secure equity participation in 
industry, and planning agreements with companies. 


The company financial squeeze appears to be alleviated. It was 
brought on by the rapidly rising costs (mainly labor) which could not be 
fully passed on because of the price control mechanism. This was intensi- 
fied by the necessity to finance increasingly expensive inventories. The 
price code was modified in a special November budget which also altered 
corporate tax laws to allow companies to account for a part of inventory 
appreciation before computing tax liability. This new tax device was con- 
tinued in the April 15 budget. 


Public spending will provide some stimulus to demand. In current 


prices (or nominal terms) public expenditure will increase by about 26 
percent this fiscal year. 





In value terms, exports showed a strong increase in 1974 and early 
1975. In volume, however, their growth was almost level in 1974, though 
there has been some improvement in the first few months of 1975. With an 
inflation rate far higher than most trading partners, and a general reces- 
sion in the industrial world, little growth of exports is expected through 
most of 1975. 


Monetary policy has relaxed but monetary aggregates are still growing 
slowly because of the recession. Demand for bank loans is weak. In 1974, 
the growth of the money supply in both the narrow sense (Ml) and the wider 
sense (M3) did not match the rate of price increases. This will be a con- 
tributing factor to contractionary pressures on demand and thus on output 
through most of this year. Interest rates have declined; this has restored 
some life to the stock market and helped the financial position of 
companies. However, the present downward pressure on interest rates from 
a looser monetary policy and weak loan demand may be reversed by government 
if present pressure on sterling continues. 


Inflation 


The major economic problem in the U.K. is inflation. Retail prices 
rose by 19.1 percent over the year 1974. Through March, their 12-month 
rise over a year is 21.2 percent and in the last 3 months the annual rate 
is 24.5 percent. Wholesale prices of domestic goods, ex-factory, rose by 
27.7 percent in 1974 and have risen by 24.4 percent in the past 3 months. 
Raw material and food prices are now quite stable. 


Wages are now the primary cause of price rises. Hourly wage rates rose 
by 26.7 percent in 1974 and have accelerated to over 30 percent by March 
1975. Earnings were up over 25 percent in 1974 and remain in that range 
despite unemployment and short-time working. 


The government continues to rely on the "social contract" to reduce 
wage pressures. This is an agreement between the government and the Trades 
Union Congress to limit wage claims to the rise in the cost of living in 
return for certain social legislation. The government has fulfilled its 
side of the bargain, but the unions have not, to this point. 


The budget tax increases are an attempt to fight inflationary wage 
pressures and to reduce the growth of the public sector borrowing require- 
ment, which results mainly from the rapid growth of nominal public expendi- 
ture. Over £1 billion will be taken off the borrowing requirement this 
fiscal year, but it will still amount to £9 billion. The large borrowing 
requirement of last fiscal year (7.6 billion) was almost totally financed 
by external borrowing or by sales of government securities to the non-bank 
public. Financing deficits in these ways does not add to the money supply, 
normally. However, there is little likelihood that the projected huge 
borrowing requirement of the present fiscal year can be financed without 
adding substantially to the money supply and thus introducing further in- 
flationary pressures in 1976 and 1977. 





External Sector 


Sterling exhibited greater weakness through 1974. This weakening 
trend continued during the early months of 1975. While remaining relative- 
ly stable vis-a-vis the dollar, the pound weakened considerably against 
European currencies. The average trade-weighted depreciation of sterling 
went from 17.4 percent during third quarter to 19.5 percent in the fourth 
quarter. By mid-May, it was calculated at 25 percent. This compares to 
fluctuations in the dollar/pound rate of between $2.31 and $2.39 during the 
second half of 1974 and early 1975. Much of the stability of the pound 
vis-a-vis the dollar is attributed to foreign currency borrowing (mostly 
in dollars) by the public sector which totaled $4.1 billion in 1974 and an 
additional $1.1 billion in the early months of 1975. 


The trade deficit continued to widen during the second half of 1974. 
For the year as a whole, the U.K. trade balance was in deficit by 65.3 
billion, composed of an oil-trade deficit of b3.5 billion and a non-oil 
deficit of £1.8 billion. The surplus on invisible trade averaged b137 
million and £126 million per month during third and fourth quarters respec- 
tively, reducing the current account to b3.8 billion deficit for the year. 
1975 has shown a substantial improvement which may have resulted partly from 
technical anomalies. 


Current prospects appear to indicate improvement in the trade balance 
in 1975. If, however, the current depreciation of sterling continues, it 
might reduce the anticipated improvement in the trade balance and exacerbate 
the rate of inflation. Pressure continues to mount for the application of 
import controls. The government has firmly stated that these are not 
acceptable. 


Prospects Until October 1975 


There is little hope of an upturn in economic activity or a reduction 
of inflation until late 1975, at the earliest, or 1976. The primary problem 
is inflation, and behind that, the rate of wage escalation. If the unions, 
in the face of growing unemployment, of government pressure for wage modera- 
tion, of likely tax increases, insist on escalating their wage claims, then 
the government's freedom of maneuver is restricted and any economic recovery 
is delayed further. Most observers are not sanguine about the prospects 
for success of the "social contract." 


The government's long term strategy is to shift resources to exports 
and investment and to resume growth at a sustainable rate of about 3 to 3-1/2 
percent led by these two elements. This implies a very low growth rate for 
private consumption over the next few years. In a shorter term context, 
the government anticipates that economic activity will pick up in late 1975 
or early 1976 led by exports. However, inflation could erode the competitive 
position of biitish products and continue the current uncertainty about the 
economy, further reducing investment. 





IMPLICATIONS FOR THE UNITED STATES 


Despite the gloomy prognosis for the U.K. economy, certain areas of 
industrial and commercial activity will remain relatively strong, creating 
possibilities for increases in sales of U.S. goods. Other areas which have 
been traditionally good markets for U.S. goods have weakened considerably. 


Consumer Goods - Despite the dim outlook over the next several years for 
growth of consumption, U.K. consumers should continue to switch to U.S. 
consumer goods because of their competitiveness in price and quality. 
Particular opportunities lie in the fields of do-it-yourself, recreational 
and leisure time equipment, housewares, fabrics, jeans, lingerie, and 
women's leisure wear. 


Petroleum and Offshore Equipment - Some 40 drilling rigs are presently in 
action and the first production platforms have been installed in the BP's 


Forties Field. This has created strong demand for an enormous range of 
equipment, much of which must come from the U.S. The peak period for this 
demand will be 1976-1978. Examples are: generators, pumps, motors, valves 
compressors, safety equipment, communications equipment, barges and tenders, 
helicopters, modules, petrochemical and refining equipment. 


Computers, Automated Business Equipment, Communications Equipment - Prospects 


are generally gloomy in consumer-oriented industries. Manufacturers and 
larger commercial enterprise alike are actively seeking means to keep costs 
under control with advanced production and managerial techniques such as 
word processing equipment. The Post Office Corporation's purchasing plans 
in the telecommunications field will maintain that market and U.K. govern- 
ment agencies are involved in large main frame computer buying, as well. 
The market for minicomputers and data terminals is expected to increase. 
Communications equipment, radar and navigational aids should show increased 
sales in 1975. The related field of general aviation also is a growth 
market. 


Coal, Chemicals, Agricultural Equipment - Producers of equipment to expand 


coal and agricultural production have special opportunities now because of 
British efforts to increase production and efficiency in these areas. In 
chemicals and coal, price will be a key factor this year. 


Packaging and Bottling Machinery - Weakened demand for food and drink 


industry products will probably mean reduced investment. 


Pumps, Valves, Compressors and Fluid Power Equipment - Demand prospects 


through 1975 remain favorable due primarily to increased demand from the 
oil and chemical industries, which consume 30 percent of total production. 
Fluid power orders, however, have declined from a peak reached in 1973, 
and this fall will probably continue through 1975. 


Mechanical Handling Equipment - Although home demand for certain items is 
expected to decline in 1975 (i.e. building industry for mobile cranes, 
manufacturers of consumer durables and from the distributive trades), 
demand from the energy industry and from the steel industry for heavier 
cranes may be sustained. 





Aerospace - The British aerospace industry, the largest in Western Europe, 
represents an attractive market for U.S. components, engines, avionics 

and subsystems and assemblies, as well as for complete aircraft. However, 
defense cutbacks, the depressed global air transport market, and uncer- 
tainty stemming from announced plans to nationalize airframe and missile 
companies, may make the market less buoyant this year, although some 
sectors such as general aviation aircraft may show modest growth. 


Machine Tools - A general decline in sales is widely expected. The machine 
tool manufacturers have been among those hardest hit by the current down- 
turn in production. There is little hope here for U.S. exporters in 1975. 
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